International 
Marketing Information 
Series 


~. 


Foreign Economic Trends 
and Their Implications 
for the United States 


76-090 
MALAWI 


July 1976 


Frequency: 
Supersedes: 


Prepared By 
American Embassy 
Lilongwe 


pn ee 

Wr & 
~ tga 7 sgl 
YC sy 


"ares om 


“Tes 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 


Domestic and International Business Administration 
Bureau of International Commerce 





2 KEY ECONOMIC INDICATORS: MALAWI 


All values in millions of U.S. 
dollars unless otherwise stated 


INCOME, PRODUCTION , EMPLOYMENT 


Population (millions) 
GNP (current prices) 
GNP per capita (g/year) 
GDP (current prices) 
GDP (1972 prices) 
GDP per capita (1972 prices - 

$/year) 
Index of manufacturing output 

(1970=100) 
ESCOM output (KWH millions) 
ADMARC domestic purchases 

(1000 short tons) 
Agricultural exports 

Tobacco 

Tea 

Sugar 

Peanuts 

Rice 

Cotton 

Maize 
Wage sector employment (1000) 
Average wage (%/worker/year) 
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MONEY AND PRICES 


Money supply 55-5 
Quas i-money 2623 
Public external debt outstanding187.0 
Public debt service as percent 


of domestic exports 11.1% 
Commercial bank prime rate 8.5% 


Price index (1970=100) 118.7 
Official external reserves 62. 


BALANCE OF PAYMENTS AND TRADE 


Balance of trade 
Terms of trade 


Imports (CIF) 
from South Africa 


Exchange rate used in this table: 
Malawi Kwacha 1.00 = $1.1 
f Change Average Annual 
(1974-75) Growth Rate 
1 —1 
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40 3 
205 4 


10.2% 
8.5% 

137-7 
TT 6 


-63.7 <-111.4 -74.8 


84.2 72.9 NA. 


% Change 
1974-75 


38.0 
5467 





KEY ECONOMIC INDICATORS: MALAWI (Cont'd) 


% Change % Share 


1 1 1974— 1 
BALANCE OF PAYMENTS AND TRADE (Cont'd) 


Imports (CIF) (Cont'd) 
from U.K. 
from other EEC 
from Rhodesia 
from Japan 
from U.S.A. 
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Total exports (FOB) 
Domestic exports (FOB) 
to U.K. 
to other EEC 
to U.S.A. 
to Rhodesia 
to South Africa 
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Primary Imports from U.S.A. (1 : Road construction machinery (#1, 364,000); 
disinfectants, insecticides ($463,000); vehicles ($354,000); used clothing ($336,000); 
small aircraft ($331,000); fabrics ($311,000); chemicals ($308,000); iron and steel 
plate ($296,000); agricultural machinery ($280,000); tractor parts ($269,000); 

tallow ($242,000). 


Prima: orts to U.S.A. (1 : Raw sugar ($7,110,000); tea ($1,511,000); 
Burley tobacco 0,000); aquariums fish ($116,400). 


Sources: 1976 Economic Report (Malawi Economic Planning Division) 
1975 Economic and Financial Review (Reserve Bank of Malawi) 
Monthly Statistical Bulletin (Malawi National Statistical Office) 
Statistical Report (Agricultural Development and Marketing Corporation) 


SUMMARY: The Malawi economy continued to grow steadily in 1975, although the 

year brought some disturbing trends. GDP rose 6% in real terms to $493.6 million 
in 1975; GDP per capita, 3% to $96.7 per year. Inflationary pressures remain high, 
however, as shown by the 18% rise of GDP at current prices to 3744.7 million. 


As a relatively open economy, Malawi's inflation comes primarily from the rising 
costs of imported items. The 1975 negative trade balance of $111.4 million put 
pressure on domestic price levels, increased production costs and led to a drastic 
slowdown in the accumulation of domestic resources. These trends are expected 

to continue in 1976. 


Growth in the Malawi agricultural sector was well below total economic growth 
despite emphasis on agriculture for internal needs and export earnings. ‘The 
industrial sector continued its expansion at a higher rate than overall growth 
so that the index of manufacturing output rose from its 1970 base to 180 in 1975. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Agriculture 


Performance of the agricultural sector remains the most important factor in 
Malawi's future economic performance, but 1975 brought the beginning of problems, 
particularly in the area of production in the small-holder sector. 


The Agricultural Development and Marketing Corporation (ADMARC) purchased from 
small-holders 30% less by tonnage in 1975 than in 1974. Only in tobacco and 
peanuts (confectionary) did ADMARC purchase more in 1975 than in 1974. Purchased 
tonnages of cotton, rice, corn, peas and beans were significantly lower than 
amounts purchased as far back as 1971. ADMARC acts as an internal distribution 
network for these crops and markets the surplus abroad. The domestic purchase 
figures are a major indicator of general agricultural performance. ‘The purchase 
figures, therefore, indicate a lower percentage agricultural growth than was 
expected in 1975, an estimated 2.5%. 


Explanatory factors offered by the government include dry weather, a decline in 
use of fertilizers, and greater consumption of foodstuffs before sales to ADMARC. 
Further explanation would include unofficial sales to neighboring Zambia and 
Mozambique and the lack of sufficient price incentive for expansion of production 
given the prices ADMARC posts for each crop. ADMARC raised posted prices to be 
paid for most small-holder crops in 1976 in an effort to improve the incentive 
and stop the unofficial leakage, but expects at least a year's time lag between 
the increase in price and that in production. 


Malawi maintained its general self-sufficiency in food in 1975 including fish, 
pork and milk although some maize was imported to meet seasonal shortage. ‘The 
Malawi Government estimates a 6% growth in the number of cattle in the country 
for 1976 but Malawi had to import 315 tons of beef in 1975. Beef imports have 
averaged 220 tons per year since 1971. 


World commodity prices during 1975 remained at relatively high levels for Malawi's 
primary agricultural exports but most prices declined from 1974 peak levels. 

1976 should bring a continued leveling off in the prices Malawi receives for its 
tobacco, tea and sugar. Increased production will, therefore, be necessary to 
maintain substantial growth in export earnings. Of Malawi's major agricultural 
exports, only sugar has grown faster in terms of quantity than in terms of 
earnings in recent years. 


The possibility of new international agreements on tea and sugar to stabilize 


prices of these commodities is viewed by Malawi as a major step toward greater 
predictability of agricultural export earnings. 


Industry and Construction 


New investment in the industrial sector totaled nearly $2.5 million in 1975, 
down substantially from totals for immediate past years. ‘The current world 
economic upturn should help reverse the general cutback in investment by foreign 
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companies, however. Extension of existing, mainly import-substitution industries 
continued at a steady rate. Major expansions for the immediate future include 
the brewing, textile, pharmaceutical and rice milling industries. Plans now 
under consideration include the manufacture of alcohol from raw molasses, corru- 
gated iron sheeting and additional plastic products. Many of the new or expanded 
industries are being located in Lilongwe, the capital city, and Liwonde in a new 
light industrial area situated along main road and rail interchanges. 


Employment in the wage sector continued to rise at a rate equal to that of the 
overall economy to 240,000 in 1975. Worker average wages also grew faster than 
in the past to $382.9 per year, but not as fast as the price index. ‘The real 
purchasing power of wage earners, about 30% of whom are employed in the govern— 
ment sector, actually declined in 1975. 


In the construction industry, the value of buildings completed in 1975 topped 
$5.5 million while plans approved for future construction reached a record $16.4 
million. Cement sales were up 22% to 112,800 short tons. 


Trade 


1975 brought to Malawi the worst deterioration in its balance of trade and terms 
of trade since independence. Total 1975 exports jumped a very healthy 18% in 
value, but the import bill soared by 38% to an estimated $246.5 million. ‘he 
balance of trade was $111.4 million while the terms of trade worsened to 72.9. 
Official external reserves fell to $62.5 million at the end of 1975 and eroded 
further to $40 million in the first quarter of 1976. 


The rising cost of imports reflects priorities in expansion of the import— 
substitution industrial sector and continued improvements in the transportation 
field. By end use, basic and auxiliary materials for industry and plant machinery 
and equipment account for LA% of the import bill while transportation means add 
another 16%. The proportion of consumer goods in total imports declined further 


in 1975 to 15% 


The importation of essential items for development will remain a high priority 
for Malawi and improvements in the economies of industrialized suppliers should 
make future jumps in import costs relatively less damaging. ‘The erosion of 
official external reserves will continue, however, which could pose limits on 
Malawi's development efforts, its relatively liberal approach to trade and 
bring pressure on the Malawi kwacha. 


In 1975, Malawi was able to meet its balance of payments problems through a 
moderate use of reserves, including use of IMF drawing rights. As the official 
reserves and resources are drawn down, Malawi will have to seek other sources 
of funds including increased foreign aid and investment and possibly even 
commercial loans. 


South Africa continued to be Malawi's number one supplier in 1975 although trade 
between Malawi, the United Kingdom and other EEC countries remained most important. 
Trade between Malawi and the EEC can be expected to expand further as provisions 
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of the Lome Agreement become fully operational. Trade with the United States, 
which rose to almost $10 million on the import side in 1975, should also continue 
to expand, particularly in the areas of heavy machinery, agricultural machinery, 
spare parts and certain consumer items. Products from the United States now 
enjoy MFN treatment under Malawi's 1975 tariff revision which eliminated the 
Commonwealth preference structure. 


The changing political situation in southern Africa will place additional pres-— 
sures on the Malawi economy, most immediately through the closure of the 
Mozambique-Southern Rhodesia border and the suspension of direct transportation 
links between Malawi and Southern Rhodesia. Not only will direct Malawi-—Southern 
Rhodesia trade be impossible, but much of the South Africa traffic has been 
routed out to sea or overland via Botswana and Zambia by the border closure. 
Malawi has already had to identify alternate sources of supply but additional 
transportation costs will be significant. ‘The tourism industry, including the 
national airline, will continue to lose revenues from visitors and transit. 


Government Development Program 


The Government of Malawi continues to operate a three-year rolling public sector 
investment program which from 1976/77 to 1978/79 is expected to total $320 million. 
Malawi plans to attract about $280 million of that total from external sources 
while providing the additional B40 million from its own resources. For 1976/77; 
about $75 million will be spent. 


Major projects include lake port improvements and infrastructure in support of 
the proposed 150 ,000/ton per year long fiber pulp mill at Chinteche. Finance 
for the construction of the mill must still be found. Major expansions of the 
Blantyre water supply system (from 8 to 10 million gallons a day) and the Lilongwe 
water system (from 2.1 to 4 million gallons a day) have been planned and await 
financing. Funds must be found for the construction of the Blantyre/Chikwawa 
and Blantyre/Chileka/Mwanza/Mozambique border roads. Negotiations continue with 
various organizations for the development of a sugar plantation and mill complex 
in the Dwangwa Delta region of the lakeshore. ‘The government also has plans for 
a second phase of the Nkhula hydroelectric power station on the Shire River, 
which will be World Bank financed. Longer term projects also include a new 
international airport at Lilongwe and. two new hotels on Lake Malawi. 


Malawi's public enterprises outside the transportation field are expected to 
continue meeting their primary roles as generators of profit to spearhead 
development. ADMARC, in its development capacity, continues to increase its 
profitability ($12 million in 1974/75) which has allowed the parastatal body 
to expand both assets and its investment portfolio. The Electric Supply 
Commission continued its rapid growth and substantial investment in new 
generating, transmission and distribution capacity to meet rising demand in 
the commercial and industrial sectors. Units sent out by ESCOM are expected 
to reach 350 million KWH by 1977, double the units sent out in 1972. 


Air Malawi lost its very profitable route to Southern Rhodesia in early 1976 
due to the closure of the Mozambique-Southern Rhodesia border and though it 
relinquished one of its BAC 1-11 aircraft, is now faced with lower revenues 
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and aircraft underutilization. The number of air passengers handled at Malawi's 
international airport declined by almost 6% in 1975 while freight handled remained 
at 1974 levels after eight straight years of dramatic growth. Malawi Railways 
should continue to operate at a small loss despite increases in freight and 
passengers handled, but work continues to extend the existing railway line from 
Salima to Lilongwe and on to the Zambian border with Canadian Government financing 
and technical assistance. 


IMPLICATIONS FOR THE UNITED STATES 


To continue its development efforts at a steady rate, Malawi will need to boost 
agricultural production, receive relatively high prices for its primary agricul-— 
tural exports, and attract increasing amounts of foreign capital and financing. 


Malawi maintains a liberal attitude toward foreign investment, particularly in 
import substitution industries designed to provide a maximum number of jobs. In 
its search for foreign capital, however, Malawi has become increasingly more 
tolerant of high capital/labor ration. Malawi remains particularly interested 
in foreign financing for its governmental development projects and the planned 
expansions and new enterprises of its parastatal companies, including ADMARC 
and the Malawi Development Corporation. American investment and lending 
institutions have been active in this area in recent years and will continue 
to be approached as new projects are devised. Multilateral institutions such 
as the World Bank and the African Development Bank will also remain important 
providers of concessionary finance. 


New projects of current significance to the United States include the Viphya 

pulp scheme, the new Lilongwe international airport, the second sugar scheme 

at Dwangwa, the water supply expansions at Blantyre and Lilongwe and the pro- 
posed Lake Malawi hotels. Continued expansion of Malawi's transportation network 
and emphasis on the agricultural sector will give trade opportunities in con— 
struction and agricultural machinery and parts. 1975 exports from the United 
States were more diversified than in past years, however, which points to other, 
more limited trade opportunities including medical and veterinary supplies, 
chemicals, food processing machinery, office machinery, tools and precision 
instruments. 


The limited size of the Malawi market, its vicinity to the larger regional 
economies in Southern Africa and special links to the United Kingdom have in 

the past combined to limit the American share. Changes in Malawi's trading 
patterns, the elimination of its tariff preferences and an increased need for 
foreign resources now offer greater opportunity for American companies to supply 
and participate in Malawi's development. 
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